T David B. Duncan

cc Michae! C. Qeom@ANDERSEN WO; Richant Corgei@ANDERSEN WO; Gary B. GoolsbyGANDERSEN
wo

BCC:

De: /162001 O¥:39 PM

Fuu;; Nancy A. Tenpic
Subject: Re: Proas Releass drat
Anmachmens: ATTSICIQ; 3rd @r press relsase memo.doc

Dave - Hors are a few sugacsted commenss for considoraticn.

I recommend deicting fefreace 10 consultation with ¢ legal group ang
deloing my name an the mamo. Reference o the kogal group consuharion
Aguaiily B8 3 waiver of agomey-clien: privileged advice and if my name is
mﬁwﬁhmhmuxwu-mwu!mu

avoid.
-1 suggental delsting somo benguags thas might sugpest we bave concluded the
relsase is oualeading.

&ﬁa&nwmm%aww
thas vhis characirization is oot in sccordancs with GAAP, and the tnck of
InCome sTatnents i accardance with GAAP. § will consult fardher within the
lega! group a3 to whether we showld do snyihing mar o promss ausselves fom
ooumtial Saction 10A msues.

Naaosy

To: Michad C. Odom@ANDERSEN WO, Richard Coge}@GANDERSEN WO, Nancy A-
Tarple@ANDERSEN WO, Gary B. Gookiby GANDERSEN WO

[~

Dms:  |O0/16/200) 05:00 PM

From: Duvid B. Duncam (Mailed by: Shaanea D. Adlong)

Subject:Press Relcase dnaft

First draft of memo regarding press rolmse discussion for your commens.
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To: David B. Duncan @ ANDERSEN WO

CcC: William £ Swanson ¢ ANDERSEN WO Michael C Odom o ANDERSEN WO
BCC:

Date: 10/09/2001 0206 PM

From: Mark B Zajac

Subject: Re: FIDO Fraud Test Results- Enron Corporation

Attachments: ReferenceGuide doc. Fido Fraud Tool Guidance Materals Apnil 2001 doc. ENE s

This is a follow-up to the previous communication inciuded belovw  We wers
unable to compute a model score because of the lack of SG&A data Hower Cr.
upon a further analyvsis. we determuned that using a “neutral” value for SGaA
would result in a red alert: a heightened nisk of financial statement fraud

In other words. the valucs of the other indices shown n the attachment below
are sufficient to generatc a red alert In this case. the particular valucs

with the greatest impact are the Sales Growth Index and the Gross Margin [nde

I'am calling this to vour attention te ensure thas an appropnate evaluation

and resolution is made of thuse results The gwdance we provide with respect
to red alerts is as follows

Red Alert: All Red Alerts should be evaluated and rosolved carcfullv since the
risk of financial statement fraud is sigmticantly hawhtened A number of

red alerts will be false alarms gencerated by feeitimate business activinies. <o
this alert does not necessarily mean that material fraud s present. However.

1t 1s imperative that vou evaluate the resuits carctully and objectivels betore
reaching any conclusion. because of the stemficant adverse impact of fading
to detect a matenial financial statement fraud  Indis idual indices that are
outside the normal ranges are tughlighted m che attached Excel spreadshect. an
appropriate evaluation of these indices is required to determine whether the
unusual index value is caused by legitmare or potertially rraudulent

activities. In deciding whether fraud may be present. consider all the indices
together as well as separately and consider fraud risk factors and indrcators
identified in your other audit work. You should discuss vour resolution of
Fido's indication of heightened fraud risk with the ABA Head and ABA Pracuce
Director. either during one of the expanded consultation meetings or othenwise

if more urgent. Copics of tlus message are bemy sent to the ABA Head and ABA

Practice Dircctor to facilitate timely communicaton. as appropriate. regarding
this information.

Please advise if you have any questions or 5671 can be of Turther assistance

--------------------- Forwarded by Mark B Zajac on 11 09,2001 04 02 PM

To: David B. Duncan & ANDERSEN WO

cc: (bcc Mark B. Zajac)

Date:  10/09/2001 03:39 PM

From: Richard W. Kreutzfeldt. Douglas J Fullerion (Mailed byv. Mark B
Zajac)

Subject: FIDO Fraud Test Results- |aron Corporation

Confidential -- For Internal Use Onlx

In accordance with AOP 2 3.3.6. the above compan s reguired to have its
financial statements tested usmg the "Fido” Financial Statement Fraud Risk
ldentification Tool However, we have attempted to test the financial
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statements of the above company and hase deternined that we can not run a Fido
model score on vour clierit at this time beczuse vour clicnt does not meet the
eligibility criteria for the following reason

Selling. General and -\dmmmr'mu Cxpenses are not disclosed for period ©10w
- 6/01

Nonetheless. we ar: providing the results for cach of the cight indices within
the Fido tool that can be computed i the anached Excel file. lndices with
values that were out of line from nomal results. if any. have been highhighted
in the Excel spreadshect to assist sou in <nsuring that the underiving tssuc s
understood and sufticiently addressed in our audit. These indices and other
fraud nsk indicators 1denufied dunng vour other work should not be
disregarded merely because we could not generate a Fido model score.

You are welcome to provide the missing data needed to run a FIDO model score
the shaded cells of the spreadshect tile contaming the FIDO index results You

can then forward the spreadsheet mcluding the pre ousls mussing dat to Mark

B Zajac If yvou have any questiors revardmy the classification of input data

{or any other issues). feel free to pive Mark a call at (3121 931-3149 Please

note if the missing data is D&A. COGS or SGA that as well as mputting the
miussing data vou must correct the s alues tor related accounts. For exampic. if
Dé&A is the missing data. then the COGS and SGA accounts must be adjusted to
reflect the D& A beng remeved from the amounts previously reported

Eveny reasonable effort should be made to provide the mussing data in order to
generate a Fido model score: Hovever, (s not required if it is not practical
10 prepare the mussing data

RUNNING FIDO ON CURRENT PERIOD DATA (OPTIONAL)
You may also wish to run a FIDO mode! score or indices on the preliminan data
for the quarter ending 9/30/01 before completing vour third quarter review. The
spreadsheet file contamming the FINO resufts as of the end of the last quarter
includes a column allowing vou to input the more current quarter's data. You
can then forward the spreadshoct includimg current quarter data to Mark B.
Zajac Il vou have any questions reeardige the classification of mput Jata (or
any other issues). fee! free to give Mark acall at1312) 931-3149 The FIDO
model will be run based on the current quarter daza and the resalts will be
returned to vou within two business davs

Inaddition to the Excel file contaming the above company's detailed Fido
results. we are attaching a copy of the Fido Gindance Materal located i AQP
2.3.3.6 and a new Reference Guide  Thas Reference Guide identifies possibic
legitimate as well as fraudulent causes tor vanatons dentified bv Fido and
sct out some possible procedures o deternune the actual causes.

If vou have questiens about the model results or resolution procedures. contact

Richard Kreutzfeldt. Doug Fullerton or Mark Zajac at the Risk Management
Suppert Group in Chicago
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Project Fido - Engagement Team Report of Results (June 2001)

Ticker
Client Name
Pertied Ended:

INDEX

Days Sales in Receivables index
Gross Margin Index

Asset Quality Index

Sales Growth Index
Depreciation Index

SG&A Index

Earnings Qualiv Index
Leverage [ndex

Underlying Data

Twelve Months Ended

Net Sales

Cost of Goods Sold

Seiling. General and Adimin Expenses
Depreciation & Amorization Expense
Net Income before Extraordinancs
Net Receivabies

Total Current Assets

Property. Plant and Equipment (Net)
Total Assets

‘Total Current Liabilitics

Long-Term Debt

Cash Flow [rom Operutions (Net)

ENE
ENRON CORP
6/01

Index Values
Oustide

Normal Rangg

1204
L.lod or- 0 838
22351
1510
1.229
| 200 07 - 1) 836

(22

1303

(Period t)

Company Resuins

[ndes

Value

G H203
1.9833
(19469
3.2332
(18081

FINIRRTR
1.0788

US SMullions

(Period t-1)

Underlung Ranos

6] A (0
0074 OA7T
0028 (130
0413 0439
0081 063
(0000 (000
43
0331 (1492

*. Chanue

LA

1700470000 3

6Ol
83U L00)

5
167.322.0000 30,740 (000

00000

Y44 0000
t.1e2 0000
12.531.0000
26.324.0000
10.741.0000
63.392.0000
24.313.0000
9.335.0000
3.989.0000

Copyright 2001 Arthur Andersen, All Rights Reserved

0000
783 0000
1176 G000
6.269 00N

14370 6000
11.211.0000
45.566.0000
122226000
10.211.0000
719 0000

2233244,
230 160,
NA
205627,
-1 o,
100.686" v
831872
-1.182°%,
39.121%
V892870
-8.383°,
454 798¢,

Requrres

Censideration”

Reason?

NEIY
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